MEMORANDUM

TO: Commission File S7-17-02 Oﬁf"t

FROM: Keith E. Carpenter \4(-'”' RS
Senior Special Counsel
Division of Investment Management

RE: Proposed Amendments to Investment Company Advertising Rules
Release No. 1C-25575

DATE: August 5,2003

In telephone conversations on July 14, July 18 and July 21,2003, Susan Nash and | spoke
with Heidi Stam and Lisa Matson of The Vanguard Group to clarify a comment in Ms.
Stam’s July 31,2002, comment letter on the proposed advertising rule amendments. The
comment letter stated that if the Commission eliminates funds’ ability to rely on rule 134
under the Securities Act, as proposed, then it should permit advertisements that “brand” a
fund complex under rule 135aunder the Securities Act. Specifically, the letter stated that
the Commission should permit the use of fund complex names in rule 135a
advertisements.

In response, Ms. Stam and Ms. Matson sent us written material reflecting the NASD’s
view on naming fund complexes in rule 135a advertisements (Attachment A). In
addition, Ms. Stam and Ms. Matson provided us with certain training material prepared
by the Investment Company Institute (Attachment B). They also provided examples of
rule 134 advertisements published by Vanguard (Attachment C). Ms. Stam indicated that
Vanguard might include in rule 135aadvertisements some of the information currently
included in such rule 134 advertisements, if the Commission eliminates funds’ ability to
rely on rule 134 and permits naming of fund complexes in rule 135aadvertisements.

ATTACHMENTS
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SEC Rule 135A

e (Generic

«¥Not product'specific

‘¢ Prohibited:
- Names, logos, family names

= —Information about specific
funds

e Permitted:
- Investment company types
- Features common to all funds
- Financial principles
- Economic information
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e If the advertisement Or sales
literature solicits a response
and; ,

e If prospectuses will be offered

to those responding, the |
advertisement must disclose.

- Number of funds for which
prospectuses will be provided
- That the advertisement’s

sponsor is the distributor or
underwriter, as applicable
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SECRule 135A COMPLIES

Considering your long-term financial objectives?

Think about Mutual Funds

Benefits:

Professional Management - Experienced investment professionals

manage your money according to the fund's objective (e.g., growth,
Income, tax-exempt income).

|
Diversification - You don't put all your "eggs in one basket" because

mutual funds invest in dozens, sometimes hundreds, of stocks, bonds,
and/or cash investments. Diversification can reduce the risks of
investing In a single security.

Easy access to your money - You can redeem your shares on any
business day at the current share price, which may be more or less
than your original cost.

Risks:

The investmentreturn and principal value of your investment will
fluctuate.

If you would like to know more aboutthe ten mutual funds advised and

distributed by Funds & Company, write tor 135A Main Street, Suite
200, New York, NY 10001.

Complies:
Contains generic, educational investment
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reason, these communications must be preceded or
accompanied by a fund prospectus or profiie.

Exemptions from the Prospectus Delivery
Requirement

All mutual fund advertisements and sales ,literature must be
preceded or accompanied by a prospectus or profile unless
they comply with the terms of one of the following exemptions
from the prospectus delivery requirement:

w Rule 134 - Tombstone ads
® Rule 13%a - Generic ads

B Ryle 482 —Performance ads

Rule 134 - Tombstone Ads

These advertisements became
known as "tombstone ads"
because. like a tombstone,
they contain only basic
information.

Additionally, tombstone ads
must include the required
"legend." the substance of
which K "For more complete
information about [fund name),
including charges and
expenses, obtain a prospectus
from {the fund company). Read it carefully before you invest or
send money."
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« Tombstone ads may not
L . include ...

fombstone ads may include .

' m rhe name of the fund, type " m performance information,
of fund, objective, policies ~ m rankings or
and services, m hypothetical illustrations.

» the name and address of
the fund's distributor or
investment advisar,

® an attention-getting headline,
corporate logos, graphic
designs and pictures and

m data about general economic
conditions, retirementplans
or goals

The required legend must appear in a type size at least as large
as the text of the ad but in a different Style to ensure that the
legend stands out. The type style of the legend must be at
least as prominent as that of the text. When tombstone ads
are used in radio and television, the legend must, at a
minimum, be emphasized to the same extent as the major
portion of the advartisernent,

Tombstone ads for money market funds must also include a
legend to the effect that: "An investment in the Fund is
neither insured nor guaranteed by the Federal Deposit
Insurance Corporation or any other government agency.
Although the Fund seeks to preserve the value of your
investment at $1.00 per share, it B possible to lose money by
investing in the Fund."

Rule 135a = Generic Ads

Rule 135a allows "generic"
advertisements. Generic ads
do n0; name a particular fund
or fund family; instead, they
may describe fund types
(e.g.. growth funds) or
services. Mutual fund
companies often use generic
ads in "image" advertising or
educational campaigns.

Generic ads must include the
name of the sponsoring
broker-dealer or investment adviser.

r .
- Generic ads may include ... .| Generic ads may not

L include ...
m an offerfor afund prospectus. | O performance information
m an explanation of where and ‘
to direct inquiries for more | m the name of a particular

information and fund or fund family.

m descriptions of productsand
services that are not securities
and not related to the benefit
of owning shares {e.g. Roth
IRAs or investingto fund a
college education).
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%king for 1good home for the redrement savings plaa you've left behind?

I ook 10 further then Vanguard. We'll make it simple to rollover thoge .
¢ ssets into a Yanguard IRA, provide you with all the investment  # E‘;s'.

t 30ices and personal zssistance you could wa

at, and keep your

¢ 3315 prudeatly low. S0, who says you can't take it with you? -!_E ) .
(lall 1-800-414-260] Or visit www.vanguard.com/’rollover. e, doom i
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Some Plain Talk For
Women About Investing
From Vanguard.

#= .. s plain Talk brochure, Women and Investing,

& wll Show you six easy steps toward building
your own investment plan. Provide you with work-

sheetsfor constructing an investment portfolio. And
help you plan for the unexpected.
- Call Vanguard today for your free copy.

1-800-742-9998

The moreyou know about investing, the
more you’ll want to know about Vanguard.

THEVanguardGrOUR

Punds are offered only by prospectus, which contsios more complete information on advisory fees,
distribution charges and other aﬁ‘cn,m. Please read it carefully befare you invest or sead money.
(01999 The Vanguard Group. Inc. Al rights ceserved. Vanguard Marketing Corporalion, Distributoe
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It’s 2001.
Do you know where your lRA’s are?

-
&

f your retirement savings are flung fir and wide, perhapsit’s time to bring them all
home to Vanguard. A Vanguard IR4 can accommodate the stocks, bonds, CD’s and
mutualfunds you already have invested, plus offer you easy access to Vanguard’s full range
of funds. A Vanguard Retirement Specialist can provide guidance, service and advice w

help you easily navigate the passage. It‘s ume move. Call 1-888-VANGUARD. www vanguard.com

For more complete information sbout Vanguerd® funda, Including risks. charges, and expanses, call for a pmospectus. Read it carefully before you Invest or send
meney. ©2001 The Vanguara Group, Inc. All fights resarved. Vanguard Marketing Cormporation, Distributor.




